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(Translation  from  the  Spanish) 


EXPOSITION 


regarding  the  claim  of  the  Puerto  Cabello  and  Valencia  Railway, 

by  reason  of  the  guaranty. 


INTRODUCTION. 


The  Venezuelan  Government,  in  its  constant  desire  to  reach  an  amicable  settlement 
‘with  the  Puerto  Ccibello  cincl  V&lencici  Ruilwuy  Gompciny,  offers  the  most  it  C3.n  possible 
do  in  tavor  of  said  Company,  without  detriment  to  its  patriotic  duties,  in  the  first 
of  the  two  counter-proposals  proffered  to  the  Company,  which  appear  at  the  end  of 
this  Exposition. 

And,  naturally,  in  case  an  amicable  settlement  is  not  reached,  the  Goverment  does 
manifest  and  clearly  states  that  it  will  absolutely  abstain  from  paying  any  sum  to 
the  Company  by  reason  of  the  guaranty,  until  a  formal  regulation,  satisfactory  to 
both  parties,  is  drafted,  containing  the  following  matters,  viz: 

1st.  Arrangements  to  make  a  just  and  formal  apprisal  of  the  Railway  properties 
and  all  its  annexes,  that  shall  furnish  exactty  and  with  accuracy  the  amount  of  capital 
really  represented  by  said  properties,  which  may  serve  as  a  reallv  equitable  basis  to 
estimate  said  guaranty  from  1903  onwards. 

2nd.  Rules  to  determine  a  method  for  making  the  liquidation,  to  fix  with  accuracy 
the  deficit  of  guaranty  to  be  paid  from  that  year  onwards. 

3rd.  The  granting  to  the  Government  of  the  right,  tinder  formal  regulations, 
of  direct  and  effective  intervention  in  the  administration  of  the  Companv  from  Ta- 
nuarv  1st.  1916.  ’ 

This  last  point  is  quite  fair  and  absolutely  neccessary  to  the  Nation,  because  nobody 
can  be,  in  equity,  responsible  for  another’s  administration  if  he  does  not  exercise  due  action. 
Besides,  altho  the  Government,  considering  the  respectability  of  the  Company,  is  far 
from  presuming  intentional  errors  on  its  part,  it  is  possible"  in  cases  like  this  to  lie 
led  into  errors  of  judgement,  thus  making  neccessary  the  direct  intervention  of  the 
Go\  eminent  in  the  administration  of  the  Company ;  which,  by  virtue  of  the  guaranty, 
incuts  no  risk  of  loss,  which  is  the  only  stimulus  to  mind  and  will  for  exertinor  the 
maximum  of  possible  economy. 


4 


I  — Genera!  Remarks 


Article  4  of  the  original  concession  of  the  Puerto  Cabello  and  Valencia  Railway 
stipulates  as  the  value  of  the  Railway'  the  sum  of  £  820.000,  or  20.705.000  Bolf- 
vares;  and  article  12  stipulates  that  the  guaranty  granted  to  the  Company  shall 
be  computed  on  this  amount.  This  last  stipulation  was  ratified  by  article  1st.  of  the 
additional  contract  of  may  26,  1891,  which  reduces  the  rate  of  the  guaranteed  inte¬ 
rest,  from  7  to  5  per  cent. 

From  this  arrise,  as  can  be  seen,  two  reciprocal  obligations:  one  on  the  part 
ol  the  Government  to  guarantee  the  agreed  interest  on  a  capital  of  £  820.000,  and 
another  on  the  part  of  the  Company  to  give  to  the  Country  a  railway  which,  by  the 
conditions  of  its  construction  and  of  its  equipment,  shall  represent  this  capital.  Any 
other  inference  would  imply  bad  faith  in  the  parties  to  this  contract,  which  is  not 
admissible,  given  the  respectability  of  said  parties,  and  considering  the  general  principle, 
that  good  faith  is  always  to  be  presumed. 

If  the  Government  of  Venezuela  acknowledges,  as  it  has  always  done,  that  it 
is  bound  to  guarantee  to  the  Railway  Company  an  interest  of  5%  on  £  820.000,  the 
Company  is  bound  on  its  part,  to  prove  that  the  work  does  represent,  at  all  times, 
that  capital,  while  the  guaranty  on  said  capital  is  in  force.  It  is  understood  that, 
if  by  any  eireunstanee  the  Railway  works  become  of  less  value  than  the  said  amount, 
the  responsibility  of  the  Nation  under  this  heading  should  be  proportionally  reduced. 
Let  it  be  supposed,  for  instance,  that  a  catastrophe  should  entirely  destroy  said  work, - 
would  the  National  Government  be  under  obligation  to  continue  the  payment  of 
the  guarant}q  computed  on  a  capital  of  £  820.000  not  represented  ?  In  order  that 
said  obligation  should  be  maintened  it  would  be  neccessary  that  the  Company  should 
rebuild  the  Railway  at  its  own  expense  up  to  its  original  value. 

These  principles,  of  most  elementary  equity,  have  been  virtually  acknowledged 
by  Umpire  Plumley,  of  the  Mixed  Commission  of  1903,  when  he  established  that  the 
expenses  of  renewal  and  reconstruction  of  the  Railway  should  not  be  charged  to 
working  expenses,  because  they  really  correspond  to  expenses  that  the  Company 
should  make  to  always  maintain  the  work  on  its  original  value. 

The  Company  insists  on  collecting  the  guaranteed  interest  on  the  basis  of  L  820.000 
of  capital;  doubtles  becausse  the  Company  considers  that  the  works  always  represent 
that  value;  but  the  National  Government,  on  behalf  of  public  interest,  is  bound  to 
verify  if  that  is  so.  Therefore,  the  apprisal  of  the  present  value  of  all  the  properties 
of  the  Company  becomes  neccessary,  as  a  previous  step,  before  reducing  to  figures 
the  responsibility  of  the  Nation  in  this  matter.  If  said  apprisal  shows  that  said 
properties  do  not  fulfill  today  the  conditions  of  the  contract,  that  is  to  say :  if  their 
value  do  not  cover  the  sum  of  L  820.000,  the  Government  would  not  be  justified 
in  accepting  that  capital  for  the  adjustment  of  the  guaranty. 

That  amount  of  capital  has,  evidently,  been  fixed  as  a  maximum  and  the  Com¬ 
pany  could  not  object  to  the  process  herein  suggested,  because  it  would  be  an  indi¬ 
cation  that  the  work  do  not  represent  said  value  and  would  imply  the  intention  to 
onerously  increase  the  Country’s  burden  in  this  matter,  causing  the  guaranty  to  weigh 
on  a  capital  which  has  neither  been  actually  invested  nor  is  really  represented,  which 
would,  by  all  means,  be  absurd  and  would  not  conform  with  the  respectability  of 
the  Company. 

The  importance  and  weight  of  the  above  considerations  are  enhanced  by  the 
knowledge  of  the  statement  made  by  Umpire  Plumley  on  page  7  of  his  exposition, 
in  which  he  states  that  the  sum  of  L  820.000 ,  estimated  for  this  Railway  is  much 
too  high;  which  opinion  gives  irresistible  strength  to  the  resolutions  lately  adopted 
by  the  Government  on  this  matter;  as  well  as  by  an  investigation  of  the  making  up 
of  the  Company’s  capital,  which  was  constituted  as  follows: 


Ordinary  shares . £  460.000 

First  Charge  5%  Debenture  Bonds . £  170.000 

Second  Charge  5%  Debenture  Bonds .  170.000  340.000 


£  800.000 

First  Charge  Debenture  Bonds,  not  issued  ;  reserved  as  working  capital...  20.000 


£  820.000 


It  is  known  that  English  Companies  are  generally  formed  with  a  capital  repre¬ 
sented  by  fictitious  shares,  that  are  distributed  amongst  the  promoters,  as  a  considera¬ 
tion  for  their  agency  to  form  the  Company;  but  without  they  paying  any  money 
for  them.  The  real  cash  capital,  the  one  really  required  to  make  the  work,  is  obtained 
afterwards  by  mortgaging  the  undertaking  to  capitalists  who  give  the  money  in 
exchange  for  mortage  bonds,  to  which  an  agreed  anual  interest  in  adjudged.  Naturally, 
the  service  of  these  Bonds  have  preference,  and  in  this  way  the  holders  of  ordinary 
shares  receive  dividends  only  in  case  there  be  a  surplus,  after  having  paid  the  dividends 
corresponding  to  the  mortgage  Bonds. 

The  result  of  such  system  is  that  the  ordinary  shares  of  these  Companies  are 
generally  of  small  value,  and  in  many  cases  they  are  not  even  quoted  in  the  market. 
Only  the  Bonds  have  a  value,  as,  being  prefered,  they  represent  the  onty  real  capital 
invested  in  the  work. 

We  must,  notwithstanding,  make  an  exception  in  the  case  of  this  Railway,  as 
the  Nation  contributed  to  its  construction  with  the  sum  of  L.  160.000  in  ready 
cash,  and  did  not  receive  in  exchange  mortgage  Bonds,  as  did  the  other  capitalists 
who  gave  their  money,  but  only  ordinary  shares,  a  really  inexplicable  conduct,  that 
placed  Venezuela  in  an  obvious  condition  of  inferiority  in  regard  to  the  other  capi¬ 
talists.  It  is  true  that  it  was  thus  agreed  in  article  13  of  the  original  contract 
between  the  National  Government  and  the  grantees,  which  was  undoubtly  done  so 
because  the  Government  did  not  know  then  the  internal  organization  that  was  to 
be  given  to  the  Company,  and  because  it  was  supposed,  as  it  is  only  natural  and 
equitable,  that  all  the  cash  contributors  towards  the  performance  of  the  work  were 
to  be  dealt  with  on  equal  conditions  and  would  enjoy  the  same  rights. 

It  follows  then,  from  the  documents  we  have  examined  and  from  the  above  remarks, 
that  the  money  actually  invested  in  the  construction  of  the  Puerto  Cabello  and 
Valencia  Railway  has  been  as  follows: 


National  contribution  (  paid  for  in  ordinary  shares  ) .  £  160.000 

First  Charge  Debenture  Bonds .  170.000 

Second  Charge  Debenture  Bonds .  170.000 


Total .  £  500.000 


We  have  omited  here  the  Bonds  of  the  First  Mortgage  not  yet  issued,  amoun¬ 
ting  to  L.  20.000,  because  they  have  not  been  employed  in  the  construction  of  the 
work. 

According  to  these  figures,  making  the  work  to  appear  with  only  a  value  of 
L.  500.000,  and  considering  that  the  contract  stipulates  that  said  work  should  repre¬ 
sent  L.  820:000,  it  is  an  indispensable  condition  for  the  payment  of  the  guaranty 
that  a  previous  apprisal  be  made  of  all  the  properties  of  the  Company,  as  stated. 

The  adjustment  of  the  deficit  of  the  guarant3'_  during  twelve  years,  from  January 
1st,  1903  to  December  31,  1914,  is  pending  yet.  The  reason  of  said  delay  being 
that  the  Company  has  refused  to  consider  the  just  objections  made  by  the  National 
Government  to  the  accounts  rendered  by  it,  and  to  which  we  shall  refer  hereinafter. 
We  limit  ourselves,  therefore,  in  the  present  report,  to  this  lapse  of  time. 

It  is  knovn  that  the  working  expenses  of  a  railway  should  be  in  proportion  to 
its  traffic.  To  estimate  this  circunstance  in  the  present  case,  we  have  drawn  the 
following  table,  comprising  the  traffic  and  corresponding  expenses,  all  in  conformity 
with  the  reports  made  by  the  Compan3r. 
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The  investigation  of  these  accounts  give  rise  to  the  following  remarks : 

1st.  The  first  column  of  expenses  for  the  maintenance  of  the  way,  works  and 
stations,  comprises  the  following  items:  Repair  of  stations  and  buildings.  Repair  and 
renewal  of  bridges,  culverts,  walls  and  sewers.  Tools  and  implements  and  Engineers 
salaries. 

It  is  to  be  observed  that  several  items  in  this  column  increase  progressively 
year  by  year,  from  1903  till  they  reach  their  maximum  in  1907,  without  showing  in 
the  traffic  movement  any  perceptible  change  justifying  such  extraordinary  increase  in 
said  expenses.  As  the  accounts  rendered  by  the  Company  to  the  Department  of  Public 
Works  are  not  sufficiently  detailed  so  as  to  find  out  from  them  the  reason  of  such  ano¬ 
maly,  we  have  examined  all  the  reports  and  documents  that  can  throw  light  on 
this  matter,  and  from  them  we  have  drawn  the  following  facts : 

The  Puerto  Cabello  and  Valencia  Railway  was  inaugurated  and  opened  to  the 
public  before  its  works  were  entirely  completed,  as  Umpire  Plumley  has  said  on  page  4 
of  his  report.  Since  then  the  Company  has  been  gradually  finishing  its  works  while  ex¬ 
ploiting  the  line;  enlarging  many  bridges  and  culverts,  substituting  temporary  with 
permanent  bridges,  erecting  new  station  houses,  etc.,  etc.  This  really  has  been  a  praise¬ 
worthy  method  under  the  circunstances,  had  it  not  been  done,  in  great  part,  at  the 
expense  of  the  exploitation  of  the  work,  that  is,  in  fact,  at  the  expense  of  the  Nation, 
which  is  a  manifest  injustice. 

Moreover,  on  October  1906  a  great  flood  occurred  between  Las  Trincheras  and 
El  Cambur,  which  destroyed  a  large  tract  of  the  railway  line,  which  damages  were 
repaired  and  charged  to  the  working  expenses  to  such  an  extent  that  in  the  year  1907 
the  expenses  exceeded  the  earnings,  with  great  injury  to  the  Country.  We  could  men¬ 
tion  here  the  following  works  done  during  those  years,  which  evidently  correspond 
to  the  heads  of  renewal  or  development  of  the  works  of  the  Company,  and  not  to 
working  expenses,  such  as  erection  of  new  station  houses  at  Las  Trieheras  and  El 
Cambur:  rebuilding  of  the  old  station  house  of  Las  Trincheras  so  as  to  use  it  as  storage; 
rebuilding  of  the  road  destroyed  by  the  river  flood;  enlargement  and  rebuilding  of  many 
bridges  and  culverts,  among  the  first  ones  some  veryMmportant,  such  as  those  of  «E1 
Ultimo  Paso»  and  «  Las  Tablas;»  and  lastly  the  substitution  of  temporary  bridges 
with  permanent  ones,  as  the  Goaiguaza  bridge  and  other  of  lesser  importance. 

None  of  these  works  should  have  affected,  in  any  way,  the  head  of  working  ex¬ 
penses  during  those  years,  as  it  is  not  possible  to  ascribe  such  circunstances  to  a 
relative  increase  of  traffic  or  to  any  other  admissible  cause. 

2nd. — The  items  of  the  second  column,  refering  to  expenses  made  in  the  Depar- 
ment  of  Locomotives,  also  show,  at  times,  important  differences  not  justified,  even 
though  they  are  smaller  than  the  items  on  the  previous  column.  We  will  make  here 
only  one  remark,  viz:  that  the  Company  has  annually  put  aside  under  this  head,  a 
fund  of  500  Pounds  sterling,  or  12.625  Bolivares,  for  renewal  of  locomotives  and  has 
been  charging  it  simply  to  working  expenses.  It  is  true  that  in  fulfillement  of  the 
award  of  the  Umpire,  the  Company  has  discharged  this  item  from  that  account  when 
computing  the  liquidation  of  the  guaranty,  but  it  has  been  done  as  a  concession, 
which  really  it  is  not,  as  the  renewal  of  the  rolling  stock,  as  well  as  al!  the  expenses 
of  rebuilding  the  road  and  buildings  annexed  to  it  should  always  be  charged  to  Ca¬ 
pital  account  and  not  to  that  of  working  expenses. 

3rd. — The  Total  of  the  General  Charges  made  by  the  Company  in  Venezuela  and 
London,  amount  to  the  following  figures : 


YEARS 

GENERAL  CHARGES 

IN  VENEZUELA 

GENERAL  CHARGES 

IN  LONDON 

GENERAL  CHARGES 

TOTALS 

Bolivares 

Bolivares 

Bolivares 

1903 

87.211,90 

50.151,97 

137.363,87 

1904 

82.496,34 

55.669,30 

138.165,64 

1905 

72.155,31 

59.479,00 

131.634,31 

1906 

92.592,66 

60.776,85 

153.369,51 

1907 

69.994,38 

59.155,49 

129.149,87 

1908 

81.419,81 

58.575,37 

139.995,18 

1909 

75.370,53 

60.786,00 

136.156,53 

1910 

79.108,73 

59.430,50 

138.539,23 

1911 

82.696,10 

63.740,57 

146.436,67 

1912 

83.930,70 

63.335,31 

147.266,01 

1913 

101.224,41 

63.578,65 

164.803,06 

1914 

I 

82.088,97 

67.640,85 

149.729,82 
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The  average  of  General  Charges,  as  obtained  by  Umpire  Plumley  when  examining 
the  working  expenses  of  fifty  railwa}^  Companies  in  different  countries,  amounted  to 
£  80  per  mile,  or  say  £2.720,  or  68.680  Bolivares,  for  the  34  miles  of  the  Puerto  Ca- 
bello  and  Valencia  Railway;  which  amount  is  smaller  than  all  those  appearing  on  the 
previous  table,  on  the  column  of  General  Charges  in  Venezuela,  for  working  expenses  of 
this  railway,  and  much  smaller  yet  than  the  total  charges,  including  both,  those  of  Ve¬ 
nezuela  and  London. 

We  make  these  remarks  only  to  show  the  lack  of  economy  which  has  been  practiced 
in  the  administration  and  exploitation  of  this  line,  and  consequently  the  need,  the  right 
and  the  duty  of  the  Government  to  directly  intervene  in  said  administration,  in  order 
to  protect  the  interests  of  the  Nation.  Hereafter  we  shall  carefully  make  our  remarks 
on  each  one  of  the  different  heads  of  working  expenses. 

4th. — Now,  to  take  into  account  as  a  whole  the  total  earnings  and  the  expenses 
of  the  Company  during  the  years  under  consideration,  we  shall  determine  the  respective 
coefficient  of  working  expenses  in  each  year;  that  is,  the  percentage  of  the  earnings  absorbed 
by  the  expenses.  Here  are  the  figures : 

"Puerto  Cabello  and  Valencia  l-^ailwav 


YEARS 

TOTAL  EARNINGS 

TOTAL  EXPENSES 

WORKING  COEFFICIENT 

Bolivares 

Bolivares 

1903 

879.450,01 

558.603,99 

63,52  % 

1904 

1.026.188,58 

626.366,41 

61,03  % 

1905 

929.532,52 

684.810,65 

73,67  % 

1906 

893.736,57 

816.175,04 

91,32  % 

1907 

758.324,60 

777.125,32 

102,48  7c 

1908 

894.373,18 

759.038,61 

84,87  % 

1909 

679.223,32 

581.964,29 

85,68  7c 

1910 

853.791,15 

669.469,08 

78,41  % 

1911 

932.229,68 

700.511,53 

75,14% 

1912 

1.050.819,71 

647.929,36 

61,66%  • 

1913 

1.107.596,62 

637.194,09 

57,53  % 

1914 

1.011.021,79 

673.014,63 

66,57  % 

This  shows  at  first  sight  the  same  circunstance  previously  observed,  viz:  the 
great  difference  which  the  coefficient  of  working  expenses  has,  without  any  reason, 
suffered  during  successive  years,  until  more  than  the  earnings  were  absorbed  by  ex¬ 
penses  in  1907. 

These  coefficients  are,  as  a  general  rule,  very  high,  if  compared  with  those  obtained 
here  by  similar  Companies,  which  are  not  protected,  as  this  line  is,  by  the  guaranty 
of  the  National  Government.  Taking  as  a  comparison,  for  instance,  the  La  Guaira 
and  Caracas  Railway,  we  see  that  in  the  year  1914  the  coefficient  of  working  expenses 
of  those  two  companies  show  the  following  values: 


Coefficient  of  working  expenses,  1914 


Puerto  Cabello  and  Valencia  Railway .  66,57  % 

La  Guaira  and  Caracas  Railway .  47,02  % 

Distributed  as  follows: 


I’uerto  Cabello  and  Valencia  La  Guaira  and  Caracas- 


Railway 

Rail 

1  wa 

Maitenance  of  permanent  wav . 

. 16,93 

% . 

.  9,86 

% 

Department  of  Locomotives  .  . 

. 22,93 

% . 

. 17,94 

% 

Telegraphic  expenses . 

.  1,59 

% . 

.  1,37 

% 

Department  of  traffic .  ... 

. 10,31 

% . 

. 10,56 

% 

General  expenses,  Venezuela . 

.  8,12 

% . 

.  4,29 

% 

General  expenses,  London . 

.  6,69 

% . 

.  3,00 

% 

Totals . . 

. 66,57 

% . 

. 47,02 

% 
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We  have  chosen  the  La  Guaira  and  Caracas  Railway  to  make  this  comparison,  becau¬ 
se  it  offers  certain  similarity  with  that  of  Puerto  Cabello  and  Valencia.  It  could  be 
said  that  the  comparison  is  not  satisfactory  on  account  of  the  difference  between  the 
volume  of  traffic  of  the  two  lines,  which  is  true ;  but  this  circunstance  could  not  justify 
b3'  itself  so  great  a  difference  in  the  two  coefficients.  The  railway  companies  of  poor 
traffic  should,  naturally,  adjust  themselves  to  their  resources,  otherwise  only  those 
enjoying  a  great  traffic  could  reasonably  live  and  yield  proffits.  The  Great  Venezuela 
Railw  ay,  for  instance,  whose  tonnage  of  freight  in  1914  differs  but  very  little  from 
that  of  the  Puerto  Cabello  and  Valencia  Railway,  has  a  coefficient  of  working  expenses 
of  55.95%  in  that  year,  although  it  can  be  said  that  its  administration  is  luxurious, 
so  to  speak. 

To  bring  this  comparison  to  an  end,  we  show  herein  the  cost  of  the  train  kilome¬ 
ter  during  1914,  all  expenses  included,  of  the  three  mentioned  Companies  : 

Average  cost  of  train 


kilometer 

Puerto  Cabello  and  Valencia  Railway . Bs.  6,97 

La  Guaira  and  Caracas  Railway .  «  6,31 

Great  Venezuela  Railway .  «  5,12 


The  above  statement  confirms  what  we  have  already  said,  viz:  That  the  adminis¬ 
tration  of  the  Puerto  Cabello  and  Valencia  Railway  is  not  satisfactory  with  regard  to 
economies  under  the  heads  of  working  and  maintenance  expenses. 

We  have  yet  to  make  a  remark  with  regard  to  the  head  of  receipts.  The  Company 
has  not  credited  to  this  account  the  freights  caused  by  the  transportation  of  its  own 
materials  and  effects,  which  is  natural  with  reference  to  materials  and  elements  necces- 
sary  for  the  working  of  the  line,  such  as  the  coal  consumed  by  the  Company,  etc.,  etc., 
but  not  so  with  reference  to  bridges  and  other  effects  carried  by  the  Company  for  the 
reconstruction  or  renewal  of  the  line  ;  which  works,  as  we  have  already  said,  correspond 
entirely  to  Capital  account.  The  transportation  of  these  effects  has  undoubtly  caused 
expenses  that  have  been  charged  to  working  expenses.  It  is,  therefore,  natural  that 
the  corresponding  freights  should  be  credited  to  the  same  account,  otherwise  the  Go¬ 
vernment  has  to  pay,  unduly,  at  the  end,  for  those  freights. 

According  to  the  accounts  presented  to  the  Department  of  Public  Works,  the  weight 
of  the  materials  and  other  effects  of  the  Company,  which  have  been  carried  through  the 
line  during  the  said  years,  is  as  ffollows  : 


During 

the 

year 

1903 . 

tons 

« 

<( 

« 

1904 . 

.  937,50 

<( 

« 

« 

« 

1905 . 

.  1.654,50 

(( 

« 

(( 

« 

1906 . 

.  1.940,25 

(( 

« 

« 

« 

1907 . 

.  1.189,15 

(( 

« 

« 

« 

1908 . 

.  1.036,01 

« 

« 

<( 

« 

1909 . 

.  1.068,25 

« 

« 

« 

« 

1910 . 

.  580,80 

« 

(( 

(( 

« 

1911 . 

.  1.804,40 

« 

« 

« 

« 

1912 . 

.  1.125,30 

(( 

« 

(( 

« 

1913 . 

.  857,38 

(( 

« 

« 

« 

1914 . 

.  5.945,28 

(( 

Total  during  the 

12  years  . . 

. 18  698,07 

From  this  sum  should  be  deducted  that  portion  corresponding  to  working  expen¬ 
ses,  which  we  do  not  make  here,  because  the  statements  of  accounts  are  not  sufficiently 
specified  so  as  to  be  able  to  credit  the  remaining  freights  to  the  Earnings  account. 
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II  — Liquidation  of  the  accounts  of  the  Railwav  Companv  to  calculate  the 

guaranty  to  be  paid  bv  the  Nation: 


For  the  liquidation  of  the  guaranty,  the  Puerto  Cabello  and  Valencia  Railway 
adds  to  the  earnings  of  the  exploitation  appearing  on  the  column  of  Total  Earnings, 
of  the  table  on  page  8  of  this  Exposition,  certain  variable  amounts,  received  in  London 
for  interests  and  transfer  fees  with  which  we  shall  deal  hereafter,  and  from  the  head  of 
expenses,  the  Company  omits  the  following  items,  according  to  the  findings  of  the  award 
b\’  the  Umpire : 

Expenses  for  renewal  of  Locomotives, 

Insurance  expenses, 

Exchange, 

Undervaluation  of  furniture, 

Agency  in  Caracas 
Directors  fees  in  London, 

Legal  expenses  in  London, 

Moreover,  in  the  accounts  corresponding  to  the  year  1906  the  Company  excludes 
some  expenses  made  by  it  for  the  study  of  the  line  from  Valencia  to  Nirgua  and  pros¬ 
pecting  for  an  asbestos  mine,  amounting  to  Bs.  1.200  and  Bs.  1.552,12,  respectively. 

For  the  calculation  of  the  guaranty,  the  Railway  Company  takes  as  a  basis  a 
capital  of  £820.000;  so  that  the  5%  anual  interest,  any  difference  on  which  has  to  be 
made  good  by  the  Nation,  amounts  to  the  sum  of  £  41.000. 

On  the  following  table  we  make  the  liquidation  corresponding  to  years  from  1903 
to  1914  inclusive.  Therein  appears,  after  the  columns  of  expenses  and  receipts,  the  net 
earnings,  the  amount  of  the  guaranty,  and,  lastly,  the  difference  claimed  from  the  Natio¬ 
nal  Government,  calculating  this  last  item,  both  in  Pounds  sterling  and  Bolivares. 
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Liquidation  of  the  guaranty,  made  by  the  Railway  Company 
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The  following  remarks  should,  in  our  opinion,  be  made  to  this  liquidation,  viz: 

It  should  be  credited  to  the  head  of  receipts,  as  already  said,  the  amount  ot 
freights  caused  by  materials  and  other  effects  belonging  to  the  Company,  carried  on 
the  railway,  for  the  renewal  and  conservation  of  the,  road.  The  total  number  of 
tons  carried  during  the  last  twelve  years  appear  in  the  first  part  of  this  Exposi¬ 
tion,  and  from  these  should  be  deducted  the  weight  of  the  materials  corresponding 
to  working  expenses.  This  is  a  liquidation  that  has  to  be  made  afterwards,  when 
the  Department  of  Public  Works  can  obtain  accounts  duly  detailed.  The  head  of 
expenses  bring  forth  the  often  debated  point  between  the  National  Government  and 
the  Company,  with  regard  to  fixing  clearly  and  precisely  what  items  should  be  con¬ 
sidered  as  working  expenses  in  the  administration  of  a  line  protected  by  the  gua¬ 
ranty  of  the  Government.  The  subject  is  a  rather  complex  one,  and  consequently, 
liable  to  protracted  discussions,  without  final  and  precise  results ;  for  which  reason 
we  think  that  the  most  practical  course  is  to  abide  by  the  decision  of  Mr.  Frank 
Plumley,  an  honorable  an  impartial  gentleman,  who,  in  his  capacity  as  Umpire  of 
the  Anglo-Venezuelan  Mixed  Commission  of  1903,  carefully  studied,  with  a  similar 
purpose,  the  accounts  of  this  very  Company,  from  1891  to  1902,  and  guided  himself 
by  the  principles  and  rules  generally  adopted  by  Railway  Companies  on  the  subject. 

According  to  the  mind  of  the  Umpire,  it  is  understood  by  working  expenses  all 
those  expenses  neccessaty  to  obtain  vieldings  from  the  undertaking:  such  as  expenses 
caused  by  traffic,  which  are  different  from  expenses  that  should  be  charged  to  net 
profits,  that  is,  to  the  shareholders,  such  as  those  expenses  made  for  the  safe  keeping 
and  preservation  of  the  Capital,  or  be  it,  the  original  value  of  the  work. 

The  Umpire,  after  having  examined  the  accounts  of  more  than  fifty  Railway 
Companies,  remarks  that  on  this  matter  the  Companies  have  adhered  to  a  vast  and 
methodical  plan,  which  is:  not  to  consider  as  working  expenses  any  expense  incurred 
in  construction,  even  those  of  small  importance. 

For  this  reason  the  Umpire  copies  the  following  items,  from  expenses  charged 
to  the  Capital  account  by  said  Companies,  which  we  copy  in  full  because  they  serve 
us  as  a  guide  for  the  application  of  the  above  rule. 

Items  excluded  from  the  working  expenses  in  the  accounts,  examined  by  the  Um¬ 
pire,  of  more  than  tifty  Railway  Companies: 

« Renewal  of  locomotives,  gas  apparatus  for  wagons,  carriages,  screw  couplings 
for  cattle  wagons,  everything  connected  with  continous  brakes. 

« Additional  machinery,  additional  material  for  carrying,  extensions  of  the  lines, 
additional  works  on  stations. 

«New  docks,  enlargement  of  stations  and  workshops,  additional  sidings,  new  works. 

((Repairing  of  yards  for  merchandize,  locomotive  sheds,  offices. 

((Improvement  of  water  supplies,  of  sheds,  rebuilding  of  viaducts. 

((Repairing  of  brakes,  of  automatic  machines,  of  tools  and  workshops ;  extension 
of  yards,  heating  and  lighting  apparatus. 

«  Crossing  fences,  improvement  of  water  sheds,  deepening  of  bridges  foundations, 
repairing  damages  caused  by  floods,  ballast  and  permanent  way. 

((Substitution  of  one  span  bridge  of  20  feet  for  another  of  two  spans  of  30 
feet  each  ;  building  of  stables. 

((Changes  and  extensions  on  tramways,  buildings,  custom  house  stores,  drawing 
of  maps. 

«New  culverts  and  cattle  guards,  medicine  chests;  engineers  instruments,  water 
service. 

((Turntables,  awnings,  sewers,  water  measures,  addition  to  boilers,  paving  of 
new  yards  for  merchandize,  oil  tanks,  water  tanks,  new  signals,  drinkig  troughs. 

((Extension  and  changes  of  sidings,  extension  of  telephone  lines,  electric  light 
apparatus  on  carriages,  new  level  crossings,  bell  alarms  for  level  crossings.  Reinforce¬ 
ment  of  bridges,  renewal  of  lines  ». 

From  the  above  it  is  natural  to  deduct  the  following  principle,  which  we  have 
already  expressed  in  other  words,  viz: 

All  expenses  neccessary  for  the  working  of  the  line,  presuming  said  line  to  be 
properly  constructed  and  equiped,  should  be  considered  as  working  expenses,  and 
every  other  expense  incurred  towards  the  maintenance  and  benefit  of  the  capital 
should  be  charged  to  the  Company,  that  is  to  say,  to  the  Capital  account. 

Such  are  the  principles  which  governed  the  award  of  the  Umpire.  It  is  true 
that  when  this  Judge  dictated  his  decision  he  only  partially  applied  these  rules; 
which  was  due,  as  himself  observes,  in  some  instances,  to  the  circunstance  that 
accounts  were  not  sufficiently  detailed  so  as  to  permit  a  due  allotment  of  the  different 
items  between  the  several  heads;  and  in  other  instances  because  the  accounts  were 
not  objected  to  in  time  by  the  Government  of  Venezuela,  and  the  Umpire  did  not  consider 
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himself  authorized  to  decide  in  favor  of  one  of  the  parties  on  matters  which  had  not 
been  alleged  by  said  party.  On  page  24  of  his  report,  when  refering  to  the  large 
expenses  made  for  rails  and  sleepers,  etc.,  he  states  that  he  is  relieved  from  any  con¬ 
sideration  of  the  matter,  since  the  Government  does  not  refer  at  all  to  these  part¬ 
iculars,  but  that  the  hypothesis  remains  that  all  such  expenses  do  not  properly  co¬ 
rrespond  to  working  expenses;  hence,  “had  he  had  the  particulars,  and  had  they 
been  specifically  objected,  the  Umpire  might  have  found  that  some  of  the  items  charged 
under  this  head  correspond  to  improvements  and  completion  of  the  road,  and  not 
to  that  account.  But,  in  the  absence  of  said  particulars  and  objections,  he  could,  only 
decide  on  the  charges  as  they  appear”.  Further  on  he  makes  similar  remarks  regard¬ 
ing  other  heads  of  expenses,  observing  always  the  lack  of  sufficient  particulars  and 
of  specific  objections  on  the  part  of  the  Government- 

Now  then,  the  Railway  Company  strictly  confines  itself  in  making  its  liquidations, 
to  the  terms  of  the  Umpire’s  award,  without  taking  into  consideration  the  reasons 
that  guided  him  in  not  applying  his  rules  and  principles  to  all  the  branches  embraced 
in  the  dispute;  whereas  what  would  had  been  just  and  reasonable  is  that  the  Com¬ 
pany  should  have  applied  the  judgement  of  the  Umpire  not  in  the  narrow  spirit  in 
which  it  has  done  it,  when  referring  to  a  case  in  which  it  is  known  that  special 
circunstances  induced  -  the  Judge  to  decide  only  in  accordance  with  the  files  an  alleg¬ 
ations  of  the  parties;  but  with  the  full  and  ample  mind  of  the  fundamental  and  general 
basis  established  by  said  Judge,  as  the  principles  that  should  govern  the  matter. 

Based  on  the  foregoing  principles  we  make  the  following  objections  to  the  accounts 
presented  by  the  Company : 

Section  A.  Maintenance  of  way,  works  and  stations.  This  section  of  expenses 
comprises,  as  we  have  already  clearly  said,  the  following  headings :  Repairs  of  station 
buildings;  Repairs  and  renewal  of  bridges,  culverts,  walls  and  sewers;  tools  and  im¬ 
plements  and  salaries  of  Engineers.  As  it  can  be  seen,  all,  or  most  of  these  expenses, 
are  included  in  the  list  previously  quoted,  as  some  of  the  items  considered  as  belonging 
to  the  Capital  account,  in  the  railway  accounts  examined  by  the  Umpire.  These  ex¬ 
penses  are  exclusively  for  the  purpose  of  developing  and  preserving  the  capital  of  the 
Company,  and  not  to  obtain  j-ieldings  from  it;  and  therefore,  they  do  not  belong 
to  working  expenses.  It  is  evident  that  one  of  the  primary  duties  of  the  Company 
is  to  present  the  work  in  perfect  working  order  at  all  times,  in  order  to  work  the  line  in 
normal  conditions  and,  therefore,  the  neccessary  expenses  should  be  made  towards 
this  end. 

Section  B.  Department  of  locomotives.  In  this  section  we  accept  as  working 
expenses  those  caused  by  the  service  of  locomotives  and  for  the  service  of  water  supply 
for  the  machines;  but  not  those  under  the  heading  of  Preservation,  consisting  of  the 
following  items:  Repair  of  locomotives;  Repair  of  wagons;  Repair  of  carriages;  Pre¬ 
servation  of  the  water  fountain ;  Repair  of  machinery,  workshops ;  Renewal  of  loco¬ 
motives ;  and  Sundries.  These  last  expenses  are  for  renewal  or  repair  of  the  Company’s 
equipment  in  rolling  stock,  to  maintain  the  original  value  of  the  line ;  while  the  first 
ones  are  neccessary  for  the  working  of  the  line. 

Section  C.  Telegraphic  lines.  Owing  to  the  foregoing  reasons,  expenses  caused 
for  the  working  of  this  branch  are  accepted  as  working  expenses,  but  not  those  for 
maintenance  of  the  telegraphic  line  and  its  apparatus. 

Section  D. — Traffic  expenses. — All  are  accepted  as  working  expenses. 

Section  E. — General  Charges — Venezuela. — From  these  expenses  the  Umpire  has 
already  cut  out  from  the  working  expenses  the  following  items: 

Insurance,  Exchange.  Undervaluation  of  furniture  and  Caracas  agency;  but  we 
consider  the  travelling  expenses  and  lawyers  fees  to  be  in  the  same  case.  We  presume 
that  the  first  ones  refer  to  trips  to  London  or  Caracas,  to  (attend  to  the  Company’s 
business,  as  collecting  guaranteed  interests,  etc.,  which  expenses  are  in  the  same  case 
as  those  of  the  Agency  in  Caracas,  that  were  suppressed  from  those  accounts  by  the  Um¬ 
pire.  In  regard  to  the  lawyers  fees,  this  item  belongs,  doubtless,  to  Capital  account, 
because  they  refer,  generally,  to  expenses  made  to  protect  and  guard  the  Company’s 
properties.  The  traffic  bussinesdo  not  require,  generally,  the  intervention  of  lawyers. 

The  expenses  for  medical  attendance,  considering  as  such  attendance  to  emplo¬ 
yees  and  passengers  in  case  of  accident,  we  considerthey  should  be  distributed  between  the 
capital  and  the  working  expenses  accounts,  since  the  first  one  governs  the  staff  em¬ 
ployed  in  the  maintenance  of  the  property  of  the  Company,  and  the  second  the  staff 
in  charge  of  the  traffic.  The  same  applies  to  Sundry  expenses. 

Section  F.  General  Charges — London. — These  expenses  should  be  excluded  from 
working  expenses  as  they  are  incurred  on  behalf  of  the  capital,  and  for  the  purpose 
of  distributing  the  profits  of  the  Company,  whether  as  dividends  or  to  accumulate 
them  to  form  the  reserve  and  renewal  funds. 


14 


The  National  Government  is  not  under  obligation  to  accept  the  expenses  caused 
by  two  Offices  for  the  Direction  and  Administration  of  this  Company,  say,  one  in 
London  and  another  in  Venezuela,  because,  though  article  4  of  the  original  contract 
stipulates  the  obligation  of  the  grantees  to  organize  a  Company  for  the  construction 
and  operation  of  the  Railway,  it  is  not  stipulated  therein  that  the  Company  should 
have  an  office  in  London,  nor  to  be  organized  with  English  Capital,  since  article  18 
gives  full  authority  to  the  grantees  to  assign  the  contract  to  any  other  person,  if 
convenient  to  them. 

Now  then,  as  the  administration  of  the  line  in  Venezuela  embraces  the  mainte¬ 
nance  of  the  Company’s  properties  and  the  working  of  the  road  properly,  and  as 
the  expenses  of  said  administration,  such  as  salaries  and  other  office  expenses  have  been 
fully  accepted  by  us  as  working  expenses,  it  is  only  fair  that,  as  a  compensation, 
we  should  consider  as  full}'  belonging  to  Capital  account,  those  of  the  London  office. 

Upon  these  basis  and  accepting  sub  conditioner  as  seen  further  on,  the  capital 
employed  in  building  the  railway  as  being  of  L  800.000,  which  sum  does  not  exceed, 
according  to  the  Company,  the  capital  really  invested,  we  will  make  the  liquidation  of 
the  working  expenses  during  the  years  from  1903  to  1914,  but  before  we  must  make 
one  remark  regarding  the  head  of  receipts. 

As  we  have  already  said,  the  Company  credits  annually  to  this  head  some  small 
amounts  received  in  London  from  transfer  fees,  and  also,  certain  interns,  sometimes  of 
importance,  for  interests,  whose  source  we  have  not  been  able  to  ascertain  from  the 
documents.  During  the  years  refered  to  in  this  exposition,  said  interests  have  amount¬ 
ed  to  the  following  sums  : 


YEARS. 


POUNDS  STERLING 


1903  .  262—12—0 

1904  .  462-17—4 

1905  .  565—  7—4 

1906  .  1.026—10—4 

1907  .  2  217—  6—6 

1908  .  1.486-10-11 

1909  .  1.356—16—8 

1910  .  1.861—18—0 

1911  .  650—13—7 

1912  .  636—17—0 

1913  .  796—  2-3 

1914  . .  945—  0—5 


Total .  12.268—12—4 


We  do  not  know  whether  these  interests  have  any  connection  with  the  following 
remarks:  it  appears  that  the  Company  has  on  occassions,  gone  into  negociations 
alien  to  those  of  the  railway  business,  as  can  be  judged  by  the  folloving  words 
from  its  President  to  the  General  Meeting  of  Shareholders  on  may  18th  1911:  ((Re¬ 
garding  the  meat  business  I  must  remind  you  that  about  two  years  ago  we  did  in¬ 
vest  some  2.000  Pounds  sterling  in  that  undertaking,  with  the  principal  object  of 
enhancing  the  industry  and  to  help  it  to  reach  its  full  working  condition;  now  then, 
we  have  earned  by  the  carrying  of  the  meats,  thanks  to  that  Company,  L.  1.520, 
for  which  reason  you  will  see  that  this  has  not  been  an  entirely  unprofitable  invest¬ 
ment,  and  we  hope  that,  as  soon  as  the  factory  in  Venezuela  is  somewhat  reorga¬ 
nized,  we  shall  recover  all  the  money  invested,  and  we  shall  obtain  larger  profits  in 
future.))  And  on  april  10th,  1907,  the  Manager  of  the  Railway  says  to  the  Minister 
of  Public  Works,  at  the  time  of  presenting  the  accounts  for  the  year  1906 :  «The 
expenses  incurred  for  the  study  of  the  Railway  line  to  Nirgua  and  for  prospecting 
an  asbestos  mine,  have  likewise  been  suppressed  from  this  account,  as  the  Company 
does  not  consider  them  as  working  expenses.# 

Either  the  funds  invested  by  the  Company  in  these  operations  come  from  the  net 
earnings  belonging  to  the  shareholders,  in  which  case  there  is  no  reason  for  them  to 
appear  on  the  accounts  presented  to  the  National  Government,  or  they  come  from 
the  Company’s  capital,  and  in  such  case  they  must  be  deducted  from  said  capital 
account  in  liquidating  the  guaranty,  since  the  Nation  has  agreed  to  guarantee  an 
annual  interest  of  five  per  cent  only  on  the  capital  invested  in  the  construction  of 
the  Puerto  Cabello  and  Valencia  Railway,  and  by  no  means  on  funds  invested  on 
alien  undertakings,  more  or  less  risky,  and  of  which  the  National  Government  has 
even  no  knowledge. 
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Refering  now  to  the  interests  credited  to  the  accounts  presented  annually  to 
the  Department  of  Public  Works,  we  observe  that  the  fact  that  the  Company  has 
included  them  amongst  the  recipts,  for  the  liquidation  of  the  guaranty,  in  a  certain 
way  induces  to  the  beliel  that  they  refer  to  the  investment  in  alien  business,  of  part 
of  the  surplus  capital  of  the  Company  equivalent  to  the  difference  between  the  merely 
nominal  capital  on  which  the  Company  claims  the  guaranty  and  the  capital  really 
invested  in  the  work,  on  which,  in  justice,  it  should  be  claimed.  Without  sufficient 
data  in  the  archives  of  the  Department  to  fully  elucidate  this  delicate  point,  we  shall 
bear  in  mind  the  interests  refered  to  when  effecting  the  liquidation  of  the  guaranty, 
and  make  the  timely  neccessary  alterations  as  soon  as  the  origin  of  said  interests 
be  made  clear. 

It  might  be  presumed  that  the  Company,  having  in  its  power  20.000  Pounds 
sterling  of  First  Mortgage  Debenture  Bonds,  not  yet  issued,  said  interests  may  corres¬ 
pond  to  said  Bonds;  but  it  does  not  seem  to  be  so,  because  to  the  Net  Revenue 
account  of  the  Company  it  only  appear  charged  annually,  the  interest  on  Bonds  issued, 
and,  besides,  the  amount  of  interest  credited  each  year  does  not  agree  with  the  divi¬ 
dends  that  should  correspond  to  said  Bonds. 

After  making  the  aforesaid  reduction  on  the  expenses  previously  mentioned,  we 
make  the  following  statement  of  the  liquidation  of  the  working  expenses  of  the 
Company. 


YEARS 

RECECIPTS 

WORKING 

EXPENSES 

NET  EARNINGS 

Bolivares 

Bolivares 

Bolivares 

1903 

886.219,56 

254.491,55 

631.728,01 

1904 

1.038.512,30 

284.906,07 

753.606,23 

1905 

944.453,21 

279.515,47 

664.937,74 

1906 

920.085,91 

277.830,41 

642.255,50 

1907 

814.476,20 

261.954,24 

552.521,96 

1908 

932.037,78 

265.821,62 

666.216,16 

1909 

714.348,17 

241.503,36 

472.844,81 

1910 

901.220,79 

249.829,20 

651.391,59 

1911 

949.088,58 

261.882,45 

687.206,13 

1912 

1.067.389,36 

274.513,20 

792.876,16 

1913 

1.127.954,11 

282.492,10 

845.462,01 

1914 

1.035.041,37 

274.307,19 

760.734,18 

Total . 

8.121.780,48 

From  the  above  we  obtain  too  low  working  coefficients,  but  it  must  be  taken 
into  consideration  that  this  line  is  a  special  case  in  which  all  expenses  of  maintenance 
have  been  excluded. 

We  have  said  in  the  first  part  of  this  statement  that,  for  the  adjustment  of  the 
guaranty,  in  case  an  amicable  settlement  between  the  Government  and  the  Company 
may  not  be  arrived  at,  it  becomes  neccessary,  as  a  previous  step  and  in  order  to 
equitably  fix  the  capital  that  must  serve  as  a  basis  to  estimate  said  guaranty,  to 
effect  the  apprisal  of  the  Railway  works  and  its  annexes.  To  begin  with,  the  Company 
acknowledges  that  the  capital  invested  in  the  works  has  not  exceeded  L.  800.000,  as  it 
appears  from  its  accounts  that,  from  the  L.  820.000  agreed  to  be  invested  in  the  work 
it  has  reserved  20.000  Pounds  in  Debenture  Bonds,  to  be  employed  as  working  capital, 
which  sum  has  not  actually  been  made  use  of,  as  it  has  not  even  been  issued.  The 
fact  that  the  Company  has  been  liquidating  the  guaranty  taking  as  a  basis  a  capital 
of  L  820.000,  must  be  considered  as  an  error  of  judgement,  as  the  respectability  of 
the  Company  does  not  permit  us  to  suppose  that  it  had  the  intention  of  making 
Venezuela  pay  interest  on  a  capital  which  the  Company  itself  acknowledges  as  not 
actually  invested  in  the  work. 

In  view  of  the  foregoing  remarks,  and  while  the  apprisal  referred  to  takes  place, 
should  a  lawsuit  be  neccessary,  we  will  consider  the  guaranteed  capital  as  being  of 
L  800.000,  and  thus  the  annual  interest  of  5%  on  it,  amounts  to  L  40.000,  or  say 
Bs.  1.010.000,  which  gives  the  following  liquidation: 
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Liquidation  of  the  guaranty  of  5%  on  a  capital  of  £  8G0.0G0 


YEARS 

NET  WORKING 

EARNINGS 

AMOUNT  OF  GUARANTY 

DIFFERENCE  TO  BE 

COVERED  BY  THE  NATION 

B  oliva  res 

Bolivares 

Bolivares 

1903 

631.728,01 

1.010.000 

378.271,99 

1904 

753.606,23 

1.010.000 

256.393,77 

1905 

664.937,74 

1.010.000 

345.062,26 

1906 

642.255,50 

1.010.000 

367.744.50 

1907 

552.521,96 

1.010.000 

457.478,04 

1908 

666.216,16 

1.010.000 

343.783,84 

1909 

472.844,81 

1.010.000 

537.155,19 

1910 

651.391,59 

l.no.ooo 

358.608,41 

1911 

687.206,13 

1.010.000 

322.793,87 

1912 

792.876,16 

1.010.000 

217.123,84 

1913 

845.462,01 

1.010.000 

164.537,99 

1914 

760.734,18 

1.010.000 

249.265,82 

Totals . 

8.121.780,48 

12.120.000 

3.998.219,52 

The  Company  claims,  besides,  interest  on  the  sums  due;  which  pretension  must 
be  rejected,  as  it  is  in  effect  absolutely  rejected,  considering  that  if  this  matter  has 
not  been  decided  in  due  time,  it  is  owing  to  causes  to  be  attributed  to  the  Company, 
which,  without  any  excuse,  has  refused  to  acceed  to  the  just  objections  constantly 
made  by  the  National  Government  against  its  accounts.  It  cannot  be  said  in  equity, 
that  the  Government  has  constituted  itself  in  moratorium,  and,  consequently,  it  is 
not  logical  in  the  present  case,  to  charge  interests  on  account  of  the  delay  of  payment. 

It  is  to  be  inferred  from  the  above,  that  the  liability  of  the  Nation  towards 
the  Puerto  Cabello  and  Valencia  Railway,  by  reason  of  the  guaranty,  can  be  estimated 
to  december  31,  1914  in  Bs.  3.998.219,52  instead  of  Bs.  9.492.634,61  resulting  from 
the  Company’s  liquidation ;  and  we  must  repeat  here,  once  more,  that  the  sums  resulting 
from  the  liquidation  of  freight  on  the  Company’s  materials  for  rebuilding  or  maintenance 
of  the  work  have  not  been  added  to  the  earnings ;  and  specially,  that  the  calculation 
of  the  guaranty,  in  the  expectancy  and  hope  of  an  amicable  settlement  with  the  Company, 
has  been  temporarily  made  on  a  basis  of  a  capital  of  L  800.000,  which  we  consider 
liable  to  an  important  reduction,  when  the  apprisal  alrealj'  referred  to  is  effected, 
which  is  an  essential  and  previous  condition  to  any  payment  the  Government  may 
have  to  effect  by  reason  of  the  guaranty,  should  said  amicable  settlement  be  not 
arrived  at. 

III.— Proposal  made  bv  the  Railway  Gompanv  to  the  National  Government, 
dated  September  14,  1915,  for  the  pavment  of  the  pending  debt  bv 

reason  of  the  guarantv 

This  proposal  consists  of  four  sections,  which  we  shall  analyse  separately  for  the 
sake  of  distinctness, 

1st. 

The  sum  due  to  the  Company  on  account  of  the  guaranty  up  to  december  31  st, 
1914,  with  interests,  amounts  to  L  375.945,  to  which  should  be  added  at  the  end 
of  the  present  year  a  sum  of  L  9.161,  for  interest,  plus  the  guaranty  for  1915,  which  in 
no  case  shall  be  less  than  L  20.000,  These  two  amounts  added  to  the  above  one 
of  L  375.945  make  a  total  of  L  405.000,  in  round  figures. 

In  order  to  compare  this  proposal  with  our  calculations  and  previous  remarks, 
we  will  suppose  that  during  the  year  1915  a  sum  equal  to  that  of  1914,  amounting 
to  Bs.  249.265,82  will  have  to  be  added  to  our  liquidation  on  this  page  for  probable 
deficit  of  guaranty  under  the  adopted  liquidation.  The  total  due  till  december  31st. 
1915  would  then  be  Bs.  4.247.485,34  against  £  405.000  or  Bs.  10.226.250,  which  is 
claimed  by  the  Companju 
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2nd. 

« In  payment  of  this  account  and  in  final  settlement  of  it,  the  Company  is  ready 
to  accept  from  the  Government  of  Venezuela  the  sum  of  £  280.000  which  sum  is  made 
up  as  follows : 

« The  total  amount  invested  in  maintenance  of  the  way,  works  and  buildings,  from 
1903  to  1914,  inclusive,  is  of  £  98.966,  or  in  round  figures,  £  100.000;  and  as  these  are 
expenses  on  which  the  Government  has  always  raised  its  objections,  the  Company  is 
willing  to  reduce  it  by  half,  say  to  £  50.000,  a  sum  that,  if  the  claim  were  submitted 
to  arbitration  it  is  not  possible  that  any  Judge  would  reduce  to  such  an  extent.  This 
concession  reduces  the  claim  to  £  325.945.  It  seems  that  no  objection  is  made  to  any 
other  expense,  but  wishing  to  be  as  liberal  as  possible  towards  the  Venezuelan  Govern¬ 
ment,  the  Company  is  willing  to  make  yet  another  concession,  deducting  all  the  in¬ 
terests,  notwithstanding  that  the  Umpire,  in  his  award,  clearly  stated  that  all  the 
amounts  due  and  not  paid  within  one  jrear  earned  interest  at  the  rate  of  three  per  cent 
per  annum.  The  interest  due  to  the  end  of  1914  amounts  to  £  47.300,  which  deducted 
from  the  sum  of  £  325.945,  leaves  a  total  of  £  278.645,  or  say  £  280.000  in  round 
figures,  that  the  Company  now  is  willing  to  accept.  This  sum  to  be  paid  in  the  fol¬ 
lowing  terms : 

« (a)  A  Promissory  Note  in  favor  of  the  Puerto  Cabello  and  Valencia  Railway 
Company,  for  the  sum  of  £  280.000  shall  be  delivered  to  the  British  Legation,  payable 
in  monthly  instalments  of  £  9.333-6-8;  said  Note  to  be  a  direct  mortgage  on  the 
special  import  duties  of  30%  established  in  1912,  with  the  object,  among  others,  of 
paying  the  claim  of  the  Puerto  Cabello  and  Valencia  Railway. 

«(b)  Receipts  to  be  given  only  pro  tanto  and  pro  rata,  according  to  the  collect¬ 
ions  made  on  account,  and  no  permanent  final  receipt  over  and  above  the  sum  collected 
to  be  given  at  any  time. 

«(c)  Only  the  sum  due  for  guaranty  is  included  in  this  agreement,  it  being 
understood  that  all  the  Company’s  claims  for  all  rights  granted  b}*  its  concession  and 
for  the  total  amount  of  its  guaranty,  shall  revive  and  remain  in  force,  should  the 
United  States  of  Venezuela  fail  at  any  future  time  to  comply  for  three  consecutive 
months,  with  the  full  and  prompt  payment  of  the  sum  of  £  9.333-  6-  8  per  month. 

«(d)  All  rights  and  privileges  granted  by  its  concession  shall  remain  in  force, 
the  Government  binding  itself  to  ratify  it  in  all  its  clauses,  and  specially  clause  N9  8, 
declaring  the  Company  exempt  of  all  taxes  existing  or  to  be  established,  including  that 
of  stamps. 

«(e)  The  Company  shall  always  have,  according  to  the  terms  of  its  concession, 
the  right  to  alter  its  schedules  of  rates,  independently  from  the  Government,  provided 
that  at  all  times  it  remains  within  the  maximun  of  its  concession  ». 

Although  the  Company,  in  its  effort  to  reach  the  sum  of  £  280.000,  referes  only  to 
the  licjuidation  of  the  guaranty  account  till  december  31,  1914,  it  is  understood  that 
the  payment  of  that  sum  would  embrace  the  settlement  ot  said  account  to  december  31, 
1915.  It  is  thus  inferred  from  the  begining  of  paragraph  N9  2,  which  says :  «  in  payment 
ot  this  account  and  final  settlement  of  it)),  since  this  occount  is  the  same  appearing  at 
the  end  of  the  previous  paragraph,  that  is:  the  liquidation  to  1915,  inclusive. 

Now  then,  according  to  our  liquidation,  the  debt  arrising  from  the  guaranty  to 
december  31,  1915,  will  amount  to  nearly  Bs.  4.247.485,34,  which  sum  is  liable  yet  to 
be  reduced,  should  an  amicable  setlement  not  be  arrived  at,  by  reason  of  the  circuns- 
tances  we  have  mentioned  in  Section  II  of  this  Exposition.  Therefore,  we  do  not  consider 
as  acceptable  the  proposal  to  cancel  this  debt  by  payment  of  £  280.000,  or 
Bs.  7.070.000. 

We  could  end  here  our  analysis  of  the  Company’s  proposal,  since  we  do  not  con¬ 
sider  its  principal  clause  as  acceptable.  But,  nevertheless,  we  believe  that  it  may  be 
useful  to  continue  the  investigation  of  the  other  clauses  of  the  proposal. 

In  paragraph  (a)  it  is  stipulated  that  the  Promissory  Note  to  be  issued  for 
the  sum  of  L.  280.000  shall  be  delivered  to  the  British  Legation  in  Caracas  to  the 
order  of  the  Puerto  Cabello  and  Valencia  Railway  Company  and  shall  constitute  “a 
direct  mortgage  on  the  import  duties  of  30%  established  in  1912,  with  the  object, 
among  others,  of  paying  the  claim  of  the  Puerto  Cabello  and  Valencia  Railway.” 

We  must  reject  in  the  most  absolute  manner,  that  the  Promissory  Note  to  be 
issued  in  payment  of  this  credit  should  be  delivered  to  the  British  Legation,  which 
Office  has  no  reason  to  intervene  in  these  matters.  Not  even  in  case  of  a  lawsuit 
taking  place  would  such  intervention  be  justified,  since  the  Company’s  concession,  in 
article  19  stipulates  that  all  questions  arrising  with  reference  to  the  fulfillment  oi 
this  contract  shall  be  determined  by  the  competent  tribunals  of  Venezuela.  Therefore 
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any  appeal  to  the  diplomatic  action  on  matters  arisig  from  the  contract  of  the 
Puerto  Cabello  and  Valencia  Railway  Company  would  entail  a  violation  of  the 
contract  itself,  which  action  the  Venezuela  Goverment  cannot  nor  should  accept. 
And  in  regard  to  the  constituting  of  any  kind  of  mortgage  to  guarantee  the  com¬ 
pliance  of  the  agreement,  the  Government  cannot  accept  it  either,  since  it  has,  for 
a  long  time  past,  been  compljdng  with  all  its  engagements  most  scrupulously  and 
extrictly,  and  consequently,  does  not  think  it  proper  to  its  docorum  that  the  granting 
of  any  kind  ol  guaranty  besides  its  signature  be  asked  from  it. 

Paragraphs  (b)  and  (c)  are  not  as  clear  in  their  wording  as  could  be  desired.  Their 
substance  must  be :  that  the  lapse  of  the  agreement  can  be  demanded  in  case  the 
Government,  except  by  force  majeure,  fails  to  pay  for  three  consecutive  months  the 
stipulated  instalments,  and  that,  in  case  of  said  lapse  being  declared  the  instalments 
already  paid  by  the  Government  shall  be  credited  to  the  guaranty  account;  the  Com¬ 
pany  remaining,  naturally,  in  the  full  enjoyment  of  all  rights  granted  by  its  contracts. 
In  regard  to  the  final  receipt  and  release  in  cancelation  of  the  present  debt,  it  is  plain 
that  it  would  not  be  given  until  the  last  instalment  is  paid,  and  for  such  instalments 
only  partial  receipts  shall  be  given. 

The  agreement  to  be  made  between  the  Department  of  Public  Works  and  the 
Company  for  the  payment  of  the  pending  debt  by  reason  of  the  guaranty  is  a  purely 
administrative  act,  that  cannot  alter  the  rights  and  obligations  stipulated  on  the 
original  concessions  to  the  Company.  Thus  paragraph  (d)  seems  to  be  useless.  Now, 
in  regard  to  the  stamp  tax,  as  all  other  taxes  of  a  general  nature,  the  National 
Government  has  always  considered  them  binding  on  all  Companies,  even  if  the  exo¬ 
neration  of  taxes  has  been  stipulated  in  their  favor. 

Paragraph  (e)  collides  with  article  96  of  the  Regulations  for  Railway  service 
nowin  force,  which  says:  “  The  Companies  shall  establish  schedules  of  rates  for  passen¬ 
gers  and  for  freight,  and  they  shall  submit  them  previously  to  the  consideration  of 
the  Department  of  Public  Works  in  order  to  see  if  they  agree  with  their  respective 
contracts.  Similar  proceeding  shall  be  followed  whenever  any  change  is  to  be  made 
on  the  existing  schedules  of  rates”.  This  is  an  entirely  justified  authority  the  National 
Government  retains,  by  reason  of  the  high  inspection  which  it  has  to  perform  on  all 
Railway  Companies  in  the  Country. 


3rd. 

“The  Company  binds  itselfs  to  reserve  from  said  sum  of  280.000  Pounds  not 
less  than  25%  for  any  extension  or  improvement  of  its  existing  lines,  by  mutual 
agreement  ”. 

We  have  no  objection  to  this  part.  The  improvement,  maitenance  and  development 
of  the  railway  is  a  matter  that  concerns  the  Company  exclusively. 

4th. 

“The  Government  of  Venezuela  shall  guarantee  that  it  will  not  build  nor  give 
to  any  person  or  Company  any  concession  to  build  a  railway  or  aerial  cable  to 
Puerto  Cabello,  within  a  zone  of  50  kilometers  of  the  Puerto  Cabello  and  Valencia 
Railway,  or  any  extension  that  it  may  build  in  future”. 

This  point  is  a  matter  of  an  addition  to  the  original  contract  of  the  Company, 
and,  consequently,  one  requiring  the  approval  of  Congress,  but  we  must  at  once 
observe  that,  if  the  zone  of  protection  solicited  is  of  50  kilometers  at  each  side  of 
the  railway,  that  clause  would  collide  with  article  28  of  the  present  law  on  railway 
concessions,  that  limits  to  40  kilometers,  maximum,  the  width  of  the  admissible 
zone,  at  each  side  of  the  line.  In  regard  to  the  extension  of  the  railway  that  may 
be  built  in  future,  it  would  be  neccessary  to  determine  it  in  order  to  fix  the  position 
of  said  zone  in  regard  to  that  extension. 

The  Company  closes  its  proposal  stating  that,  with  regard  to  the  guaranty  in 
the  futute  it  would  prefer  not  to  make  any  arrangement  at  present;  but,  that,  if 
the  Venezuelan  Government  makes  of  the  cancelation  of  the  guaranty  a  condition  sine 
qua  non  in  order  to  arrive  to  an  agreement,  the  Company  is  ready  to  consider  the 
offer  the  National  Government  may  make  on  this  matter.  In  the  following  Section  of 
the  present  Exposition  we  shall  deal  with  this  point. 
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!V.— Cancelation  of  future  guarantv 


We  are  going  to  estimate,  aproximatelv,  the  present  value  that  could  be  given  to 
this  redemption ;  but,  before,  we  must  discuss  a  most  important  subject  that  has  an 
intimate  connection  with  this  matter.  What  is  the  date  on  which  the  liability  of 
the  Nation  by  reason  of  the  guaranty  shall  expire?  The  original  contract  of  the 
Company  does  not  say,  as  article  12  only  s  tipulates  that  « the  guaranty  shall  begin 
when  the  building  of  the  railway  is  completed  and  open  to  public  traffic)),  without 
fixing  the  date  on  which  that  obligation  shall  cease. 

The  period  of  99  years,  stipulated  bv  article  2  of  the  contract  refers  only  to 
the  privilege,  that  is,  to  the  exclusive  right,  therein  expressed  in  a  very  plain  an 
definite  form,  there  being  no  reason  whatever  to  apply  the  same  period  to  such  an 
important  point  as  that  of  the  guaranty,  if  the  contract  does  not  expressly  autho¬ 
rizes  it.  On  the  other  hand, — what  similarity  can  there  exist  between  the  privilege 
and  the  guaranty  in  order  to  apply  to  this  last  the  period  of  the  other,  when,  if 
matters  are  properly  considered,  the  time  when  the  Company  shall  most  need  one  of 
these  two  concessions  is  just  when  the  other  lapses?  Therefore,  to  fix  a  period  of 
99  years  to  the  guaranty  is  an  entirely  arbitrary  interpretation  of  the  contract. 

It  is  evident  that  the  purpose  of  the  clause  refering  to  the  guaranty  is  to  in¬ 
sure  the  stability  of  the  undertaking  in  its  beginnig;  and  it  has  thus  been  acknowled¬ 
ged  by  the  Company  itself,  since  on  may  26,  1891,  that  is,  only  four  years  after 
the  inauguration  of  the  work,  it  agreed  to  reduce  the  guaranteed  interest  from  7 
to  5  %  because  this  guaranty  was  a  heavy  burden  to  the  Country ,  and  because  the 
Company  was  already  perfectly  organized ,  as  it  is  textually  said  in  the  contract  made 
on  that  date  between  the  Minister  of  Public  Works  and  Mr.  Fred.  E.  Sandars,  Di¬ 
rector  of  the  Company  in  London,  and  its  Attorney.  Therefore,  the  intention  of  the 
contracting  parties,  when  this  concession  was  stipulated,  was  to  provide  for  the 
lack  of  organization  that  generally  affects  all  industrial  undertakings  in  their  begin¬ 
ning.  Four  years  were  sufficient  to  the  Company  « to  be  perfectly  organized »; — 
would  not  the  twenty  four  years  elapsed  since  then  be  sufficient  for  the  Company 
to  have  a  perfect  stability,  or  will  it  be  neccessarv  to  wait  some  more  years  to 
obtain  it?  This  is  the  point  to  be  determined  by  means  of  a  special  agreement 
between  the  Nation  and  the  Company,  or  by  judicial  authority,  in  case  the  parties 
cannot  come  to  an  agreement. 

We  now  proceed  to  elucidate  the  principal  subject  of  this  chapter.  To  estimate 
the  reasonable  value  that  could  be  given  to  the  redemption  of  the  guaranty 
on  the  Puerto  Cabello  and  Valencia  Railway,  it  is  indispensable  to  previously  de¬ 
termine  the  number  of  years  that  this  charge  is  to  last;  which,  according  to  what 
has  been  said  on  previous  paragraph,  is  not  at  present  within  our  reach.  Ne¬ 
vertheless,  we  shall  assume,  only  as  a  mere  supposision  to  endeavor  to  reach  the 
desired  agreement,  the  period  of  the  guaranty^  to  be  really  that  of  99  years,  the 
same  as  that  of  the  privilege,  to  begin  from  1888,  in  which  year  the  work  was 
inaugurated ;  but  there  are  yet  other  circunstances  in  the  problem,  that  greatly 
depend  on  the  development  of  the  territory  served  by  the  railway,  and  other  data 
that  are  difficult  to  determine,  owing  to  which  reasons  we  believe  it  prudent 
in  the  present  case  to  be  guided  by  a  similar  case  that  has  taken  place  among  us, 
viz:  the  redemption  of  the  guaranty  enjoyed  by  the  Great  Venezuela  Railway,  which 
was  the  most  favored  one  of  those  from  which  the  redemption  of  the  guaranty  has 
been  obtained.  This  Company  had  a  guaranty  of  7  %  annually  for  99  years,  deary 
stipulated  by  its  contract.  Now  then,  in  1896  the  National  Government  paid  the 
guaranty  due  up  to  that  year,  and  canceled  all  future  obligations  for  this  respect,  for 
the  sum  of  Bs.  26.000.000,  distributed  thus: 


For  payment  of  guaranty  due  to  1895  . Bs-  7.299,738 

For  redemption  of  future  guaranty .  18.700,262 

Total, . Bs.  26.000,000 


This  payment  was  made  by  the  Government  of  Venezuela  in  Bonds  of  the  Dis- 
conto,  then  quoted  in  our  market  at  the  rate  of  60%.  It  may  then  be  stated  that 
the  redemption  of  this  guaranty  was  effected  in  cash,  for  0,60  X  18.700.262  = 
Bs.  11.220,157. 

The  Company  of  the  Great  Railway  being  an  enterprise  well  known  for  its 
perfect  organization  and  the  care  with  which  it  investigates  all  matters  conneted 
with  it,  the  above  data  can,  therefore,  well  serve  as  a  guide  for  our  calculations. 
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We  must  bear  in  mind  that  the  guaranty  thus  canceled  was  of  7 °/i  and  for 
ninety  nine  years,  of  which  only  three  had  elapsed  at  the  time,  so  that  there  remained 
ninety  six  more  years  to  run.  In  the  present  case  there  have  already  elapsed  twenty 
eight  years  and  consequently  there  only  remain  seventy  one.  We  must  observe,  be¬ 
sides,  that  the  earnings  of  the  Great  Venezuela  Railway  were  proportionately  very 
small  as  compared  with  those  of  the  Pto.  Cabello  and  Valencia  Railway ;  the  gua¬ 
ranty,  therefore,  being  much  more  onerous  to  the  Nation  in  the  case  of  that  Com¬ 
pany  than  in  that  of  the  English  Railway.  In  fact,  during  1896,  for  instance,  in 
which  year  the  settlement  was  made,  the  profits  of  the  Great  Railway  were  of 
Bs.  138.491,48  or  0,18%  on  its  capital,  the  Nation  thus  having  to  pay  the  difference 
of  6,92%;  while  during  last  year,  1914,  the  Puerto  Cabello  and  Valencia  Railway 
yielded,  according  to  the  accounts  of  said  Company,  a  profit  of  Bs.  447.931,84 
(  L  17,739-17-6 )  representing  2,22%  on  the  capital;  the  deficit  being  only  of  2,78% 
which  the  Government  must  pay.  ( 1 ) 

The  sumar}r  of  this  data  is,  then,  as  follows: 


RATE  OF  IN¬ 
TEREST 

GUARANTEED 

BALANCE  OF 

YEARS  OF 

GUARANTY 
YET  TO  RUN 

ANNUAL  AMOUNT  TO 

BE  PAID  BY  NATIO¬ 
NAL  GOVERNMENT 

CASH  PRICE  OF  RE¬ 
DEMPTION  OF 

GUARANTY 

Great  Venezuela  Rail- 
wav  . 

7% 

96 

In  1896: 

Bs.  5.391,508 

Bolivares 

Bs.  11.220,157 

Pto.  Cabello  and  Va¬ 
lencia  Raiwav . 

5% 

71 

In  1914 

Bs.  562,068 

Taking  as  a  basis,  for  the  successive  years,  the  earnings  corresponding  to  the 
years  mentioned  in  this  table,  which  is  an  unfavorable  supposition  in  our  case,  since 
it  is  to  be  expected  that  these  earninges  will  be  larger  in  future,  we  make  out  the 
following  proportion: 

96  X  5.391.508:  71  X  562.068  =  11.220.157:  X 
from  which  we  have:  X  =  Bs.  865.097 

This  is  the  figure  obtained  proportionally,  for  the  redemption  of  the  guaranty 
to  the  Puerto  Cabello  and  Valencia  Railway. 

This  Railway  Company  has  before  now  made  to  the  National  Government  se¬ 
veral  proposals  for  the  redemption  of  the  guaranty.  On  October  26,  1900,  it  pro¬ 
posed  its  inmediate  suppression  by  the  payment  of  the  sum  of  L  120,000,  inclu¬ 
ding  in  this  sum  the  payment  of  the  then  pending  debt,  which  by  itself  amounted, 
according  to  the  accounts  presented  by  the  Company,  to  L  186,354-4—11,  which  is 
a  further  proof  of  the  exorbitance  of  said  account.  In  1909  the  Company  made 
another  proposal,  viz:  to  cancel  said  guaranty  for  the  sum  of  L  150,000  or 
Bs.  3.787.500,  which  figure  is  evidently  very  high. 

From  the  above  it  may  be  inferred  that  it  can  be  adopted  as  a  reasonable  price 
for  the  redemption  of  the  guaranty  to  the  Puerto  Cabello  and  Valencia  Railway 
Company,  the  sum  of  Bs.  865.097  which  has  been  made  out  proportionally  from  a 
similar  settlement  effected  with  the  Great  Venezuela  Railway. 

V— Conclusion 

The  conclusion  from  this  exposition  we  abridge  in  the  following  terms : 

1st. 

In  its  desire  to  arrive  to  an  amicable  settlement  with  the  Puerto  Cabello  and 
Valencia  Railway  the  Government,  of  Venezuela  might  forego  the  formality'  of  the 
apprisal  of  the  works  of  the  Company  and  all  other  circunstances  unfavorable  to 
the  Company  mentioned  in  this  exposition,  provided  the  Railway  Company  accept 
the  following  counter-proposal : 

(1)  To  nmke  these  data  comparable  we  have  calculated  the  profits  of  both  Companies,  supposing 
therein  to  be  included  as  working  expenses,  those  incurred  for  maintenance,  as  the  accounts  of  the  Great 
Railway  are  not  sufficiently  detailed  to  enable  us  to  effect  the  due  separation. 
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(a)  The  payment  of  the  pending  debt  bv  reason  ol  the  guaranty  as  well  as 
the  absolute  redemption  of  this  guaranty  for  all  future  time,  shall  both  be  included 
in  the  agreement. 

(  b  )  The  National  Government  will  pajT  to  the  Company,  in  settlement,  and  in 
order  to  cancel  both  obligations  the  sum  of  Bs  3.000.000,  payable  at  Caracas,  at 
the  rate  of  Bs.  150.000,  monthly,  without  interest.  The  amount  of  this  proposal 
has  been  made  up  as  follows: 

According  to  the  previons  exposition  there  would  appear  to  the  credit  of  the 


Company  the  following  sums: 

For  account  of  the  guaranty  to  date . .  Bs.  4.247.485,34 

For  cancelation  of  future  guaranty .  865.097,00 


Bs.  5.112.582,34 


But  we  must  bear  in  mind,  among  other  things,  that  we  have  taken  as  a  basis 
for  the  liquidation  of  the  guaranty  the  capital  of  800.000  Pounds  sterling,  while 
the  Company’s  own  accounts  show  that  the  amount  really  invested  in  the  construction 
of  the  line  did  not  exceed  500.000  Pounds.  Making  the  estimate  on  this  basis,  we 
would  obtain  the  following  liquidation: 


biquidafion  of  the  guaranty  of  5  p§  on  a  capital  of  b  500.000 


YEARS 

NET  PROFITS  OF 

EXPLOITATION 

AMOUNT  OF  GUARANTY 

DIFFERENCE  TO  BE  PAID 

BY  THE  NATION 

Bolivares 

Bolivares 

Bolivares 

1903 

631.728,01 

631.250, 

1904 

753.606,23 

631.250, 

1905 

664.937,74 

631.250, 

1906 

642.255,50 

631.250, 

1907 

552.521,96 

631.250, 

78.728,04 

1908 

666.216,16 

631.255, 

1909 

472.844,81 

631.250, 

158.405.19 

1910 

651.391,59 

631.250, 

1911 

687.206,13 

631.250, 

1912 

792.876,16 

631.250, 

1913 

845.462,01 

631.250, 

1914 

760.734,18 

631.250, 

Totals . 

8.121,780,48 

7.575.000 

237.133,23 

From  the  above  it  appears  that  if  the  capital  of  the  Company  be  reduced  to 
the  maximum  amount  which  has  been  really  invested,  the  profits  of  the  line  cover 
the  amount  of  the  guaranty,  taking  together  the  liquidation  of  the  above  twelve 
years;  and  that,  considering  separately  the  annual  liquidations,  the  deficit  would 
only  amount  to  Bs.  237.133,23.  This  without  taking  into  consideration  that  it  is 
highly  possible  that  the  apprisal  of  the  Company’s  wTorks  may  show  it  to  be  less 
than  500.000  Pounds. 

Therefore,  it  is  evident  that,  upon  the  said  apprisal  taking  place,  and  when  the 
National  Government  shall  exercise  the  intervention  to  wrhich  it  is  entitled  in  the  ad¬ 
ministration  of  the  work,  in  order  to  inspect  expenses  and  reduce  them  to  a  possi¬ 
ble  minimum,  the  deficit  of  the  guaranty  shall  probably  be  null  in  future,  and  with¬ 
out  any  appreciable  value  the  price  of  its  redemption. 

Notwithstanding  this,  the  National  Government,  in  its  desire  to  avoid  all  legal 
dispute,  and  to  show  its  good  will  to  reach  an  amicable  settlement  with  the  Com¬ 
pany,  agrees  to  make  an  average  between  this  liquidation  and  the  previous  one  men¬ 
tioned  in  this  report,  based  on  a  capital  of  800.000  Pounds,  which  amount  the 
Company  itself  assumes  to  have  been  invested,  thus  reaching  the  sum  of  Bs.  2.674.857,78, 
or,  say,  in  round  figures,  Bs  3.000.000,  that  it  offers  to  pay  to  the  Company  for 
the  total  cancelation  of  this  business. 


22 


(c)  As  this  is  the  substance  of  the  counter-proposal,  all  other  particulars  of 
the  agreement  to  be  made  shall  be  arranged  between  the  parties,  by  mutual  consent. 


2nd. 


Should  an  amicable  arrangement  ol  the  nature  above  stated  not  be  reached 
the  Government  shall  make  use  of  all  those  rights  inferred  from  this  exposition,  and 
shall,  specially,  take  the  following  decisions : 

Before  paying  any  amount  whatsoever  by  reason  of  the  guaranty,  for  what  it 
may  already  owe  irom  1903,  as  well  as  on  account  of  the  future  guaranty,  both  parties 
must  ratify  and  accept  a  formal  regulation,  containing  the  following,  viz : 

1st. — The  arranging  for  the  fair  and  formal  apprisal  of  the  railway  and  its 
annexes,  showing  with  precission  and  accuracy  the  amount  of  capital  really  repre¬ 
sented  by  said  works;  such  apprisal  to  serve  as  a  true  and  equitable  basis  to  estimate 
said  guaranty  from  1903  onwards. 

2nd. — Rules  that  shall  stipulate  the  method  for  making  the  liquidations  so  as 
to  fix  accurately  the  deficits  of  guaranty  to  be  paid  from  said  year  1903,  onwards,  and. 

3rd.— The  granting  to  the  Government  of  the  authority,  duly  regulated,  to  in¬ 
tervene  directly  and  efficiently  in  the  administration  of  the  Company,  from  january 
1st.  1916,  onwards. 

That  part  ol  the  regulations  referred  to  in  numbers  2  and  3  to  contain  the 
following  clauses; 

( a )  In  all  liquidations  effected  by  virtue  of  the  guaranty,  only  the  following 
items  shall  be  considered  as  working  expenses,  viz  : 

Expenses  of  locomotive  department. 

Expenses  of  water  supply  for  the  machines. 

Expenses  of  telegraphic  lines. 

Traffic  expenses. 

General  Charges  in  Venezuela,  comprising:  salaries  of  Manager,  accountant, 
storekeeper  and  other  employees;  stationery  expenses,  printing  and  advertising,  office 
expenses,  postage  and  telegrams,  rents  and  compensations;  and  50%  of  sundry  expenses 
and  medical  attendance. 

( b )  There  shall  not  be  accepted  in  said  liquidations,  as  they  belong  properly 
to  Capital  account,  the  following  expenses: 

Maintenance  and  renewal  expenses  of  the  work  and  its  annexes,  and,  in  general, 
any  construction  expenses, 

Insurance  expenses, 

Exchange, 

Undervaluation  of  furniture, 

Expenses  of  the  Caracas  office. 

Engineers  services. 

Workshop  expenses, 

Travelling  expenses ;  lawyers  fees,  and  50%  of  Sundry  expenses. 

(c)  The  books  kept  by  the  Company  in  reference  to  matters  concerning  the 
Government  to  be  as  follows:  those  of  earnings  and  expenses  caused  by  traffic  ;  bearing 
always  in  mind,  for  the  entries,  the  stipulations  contained  in  the  above  two  pa¬ 
ragraphs. 

(d)  The  National  Government  shall  have  the  right  to  appoint  a  Fiscal  Ins¬ 
pector,  either  permanent  or  incidental,  who  shall  inspect  the  accounts  and  dealings 
of  the  Company,  so  that  the  Government  may  make  to  the  Company  the  neccessary 
claims  whenever  it  may  consider  that  the  interests  of  the  Nation  may  have  suffered 
injury.  Toward  this  end  the  Company  shall  always  place  at  the  disposal  of  said 
officer  the  books  mentioned  in  the  above  paragraph,  and  all  other  documents  or 
information  he  may  require  for  the  better  performance  of  his  duties. 

(e)  Said  Fiscal  Inspector  shall  be  an  Officer  of  the  Departament  of  Public  Works, 
to  which  Office  he  shall  address  at  the  end  of  each  month  a  detailed  report  regard¬ 
ing  the  accounts  and  operations  of  the  Company,  or  at  any  other  time,  if  an}^ 
pressing  circunstance  may  make  it  advisable.  The  Department  of  Public  Works,  in 
view  of  the  reports  of  the  Inspector,  or  of  any  other  reliable  information,  shall  have 
a  right  to  object  to  and  to  reject  an}'  operation  of  the  Company  which  it  may,  in 
equity,  consider  to  be  extravagant  and  injurious  to  the  interests  of  the  Nation,  thus 
making  null  and  void  said  operations. 

The  adoption  of  these  regulations  is  considered  absolutely  neccessar\q  not  only 
because  in  this  way  all  unpleasant  discussion  on  the  liquidations  of  the  guaranty 
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shall  be  avoided,  but  also  because  of  the  spirit  of  equity  that  should  always  guide 
the  interpretation  of  all  contacts;  and  because  it  is  entirely  unreasonable  and  unfair 
that  the  Nation  should  be  responsible  of  an  administration  in  which  it  has  no  kind 
of  intervention  or  control  whatever. 


3rd. 


Should  the  Railway  Company  not  accept  any  of  the  two  counter-proposals  herein 
contained,  under  numbers  1  and  2,  the  National  Government  shall  reserve  all  its  rights 
to  make  them  avail  before  the  Courts  of  Justice  of  Venezuela,  in  conformity  with 
article  19  of  the  contract  of  the  Company. 

Caracas,  november,  1915. 


